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Mr. Chairman and Mambers pf the Committee: 

WI arm pleased to be hers today to discuss our report on 

heating fuel shortages that occurred in December 1989 when the 

nation l xpqrianced a severe and unpredicted cold spell.1 The 

rmport responded to roqwsts from Senators.John Heinz and Larry 

Pressler and Congressman Paul E. Kanjorski. 

Cur report examined (1) allegations of shortages of heating 
. 

fuels during thk period: (2) the impact of delays in processing 

waivers of the'Jones Act on heating fuel supplies: (3) the type of 

data collected and the analyses performed on heating.fuel supply 

and domand by the Dapartment of Energy's (DDE) Energy Information 

Admini!tration (EIA); and (4) the impact of i#uruptibla natural 

gas contracts on heating fuel supplies and availability. 

In suamary: 
L . 

-- Physical ShOrtag88 of heating fuels--propane and 

distillate--occurred because of an increase in demand 

caused by the extremely cold temperatures and the inability 

of the distribution system8 to move heating fuel stocks 

from refinaries and storage terminals to areas with 

shOIZtaga8. 
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-- Delayer in processing Jones Act waivers, which would have 

allowed the use of foreign-flagged vessels to transport 

heating fuel8 between U.S. ports, contributed to supply 

problem8. 

-- Limitation8 in the data EIA collected on heating oil 

8upplie8 reduced it8 ability--.to predict or respond to 

8upply shortages. 

-- Utilitiecr and commercial and industrial customers with 

interruptible natural ga8 contract8 had gas services 

di8continued and entered distillate and propane markets, 

thus reducing the supplierr of these fuels available to 

re8idential consumers. 
. 

. 

The8e finding8 were similar to 8ome of tho8e reached in the 

National A88ociation of Attorney8 General December 6, 1990, m 

, which is also a focus of 

today's hearing. 

During the past year federal agencies have taken actions to 

addrem the problems that occurred last winter. However, some 

limitations in EIA data collection may remain and problems in 

processing Jone8 Act waivers may still occur. 



rrne United States experienced a period of extremely cold 

weather during December 1989 and January 1990. According to EIA, 

temperature8 during this period were the coldest recorded in the 

la8t 60 year8. Ba8ed on heating-degree day8 (that i8, the number 

of degree8 per day the average daily temperature i8 below 65 

degree8 Fahrenheit), December 1989 wa8 27 percent colder than 

normal nationally and 33 percent colder than normal on the East -. 
-Coast. 

The demand for heating fuel8 increased sharply during this 

pmriod. Nationally, the demand for heating distillate increased by 

1 millian Barrais a day (mm?), 9~ 31 percent, to 4.1 MMBP freer 

November to December 1989. The demand peaked at 4.4 MMBD during 

the week of December 22. Propane demand also rose from 1.074 MMBD 

in November to 1.525 MMBD in December 1989, a'42 percent increase. 
. 

Theso increase8 were more dramatic on the East Coast, where 

distillate and propane demand ro8e by 53 percent and 83 percent, 

respectively, between November and Decembe&. 

Prices for heating fuels also increased dramatically. For 

QXLLmple, the 8pOt price of distillate at the New York Harbor 

inCrea8ed by 90 percent between November 27 and December 27, 1989. 

The rise in propane prices was even more dramatic. Between 

December 1, 1989 and January 2, 1990, the spot price of propane 
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rose by 305 percent and 2Al percent, respectively, at the Conway, 

Kan8a8, and Mt. Belvieu, Texas, markets--two major supply points 

through which a majority of the U.S. domecltic supply is marketed 

and distributed. 

__ ..--_ 
The December 1989 cold weather revealed weaknesses in the 

di8tribution mochanism8 of U.S. markets for heating fuels, 

re8ulting in 8hOS?t-term shortages and contributing to high prices. 

The shortages occurred in all segments of the enargy supply chain 

on the Ea8t Coast, while propane terminals experienced shortages ih 

South Dakota. We define ShOrtags8 as including situations in which 

cu8tomer8 were unable to purchase all the supplies they needed from 

a heating fu81 supplier evsn though they were willing to pay higher 

price8. 

The energy supply chain con8ists of threa segments: (1) the 

primary segment- refiner8 that produce the finished products: (2) 

the rrecondary segment --wholesalers and/or retailers of petroleum 

product8 that obtain supplies from the primary suppliers or 

importslr and (3), the tertiary segment--residential, commercial and 

indurrtrial currtomers who are the end-Users (see attachment I for 

details). Indu8try official8 we interviewed attributed the 

8hQrtage8 to increased demand due to the extremely cold 
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temperatures and to the inability of the distribution systems to 

move heating fuel stock8 from'refineries and storage terminals to 

area8 in need. 

I would now like to mention a few examples of the supply 

problems’ we found. At a major Mid-Atlantic refining company, 

demand for di8tillate and propane in December 1989 exceeded its 

' foreca8t demand and, therefore, it8 planned supply for the period. 

The company told u8 that it could not supply noncontract customers -.. 
and, in some casea, could not satisfy the demhd of contract 

customers who wanted distillate and/or propane supplies in excess 

of their contract amount, even though these customers were willing 

to pay higher prices. Some secondary suppliers in the Northeast 

that we contacted also experienced short-term shortage8. For 

example, by the third week in December, only two out of eight 

wholesalers we contacted in New England had distillate. The two 

wholesalers rationed available 8UppiiQ8 to retailer8 who, in turnl 

rationed supplies to residential and/or commercial customers. 

Supply problems were not limited to the Northeast. In South 

Dakota, distillate and propane prices rose sharply and propane 

terminals experienced shortages. However, secondary suppliers we 

interviewed were able to obtain distillate and propane. According 

to state energy officials, both fuels were available, but at 

substantially higher prices. For example, the average retail price 

of heating oil rose 20 cents per gallon (a 27 percent increase) 
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while propane rose by 50 cent8 per gallon (a 102 percent increase). 

Propane is the primary heating fuel on the Rose Bud and Pine Ridge 

Indian Reservations, where many residents could not pay the higher 

price8. Tribal official8 from both re8rrvations said that some 

families burned wood, tire8, and old clothe8 to stay warm, while 

other8 Went to a Red Cro88 8heltor or moved in with relative8. 

.. I would now like to discu88 some of,t&mproblems relating to 

the heating fuel8 crisis that were di8cussed in our report. 

ACT WAI- 

. 

Gur report di8closed problems in the procesrring of Jones Act 

waiver8 during the heating' fuels crisis. The Jones Act requires 

the u8e of U.S. vesoels to transport merchandise between U.S. 

pOrt8. However, a waiver can be granted if it is in the interest 

of national defense. 

The problems discurrsed in our report relate to the slowness 

with which federal agencies processed waivers and disagreements 

among federal agencies concerning the criteria for granting 

waiver8. The federal agencies involved in the waiver process are 

WE, the Department of Defense (DOD), Maritime, GuStom%, and 

Treasury. The Attorneys General report had similar findings. 
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We found that over an.89day period in December 1989, the 

Customs Service received six applications for waiver8 of the Jones 

Act 80 that foreign vessels could bk used to move heating fuels 

from Puerto Rico and the Gulf Cbast to the East Coast. Overall, 

the federal, agencfe8 took 6 to 17 day8 between the date of 

application and the date of Treasury98 written re8ponse to the 

applicant8 to prom88 the8e reque8+8. 

Three waiver applications for distillate or residual oil were -. . 
all denied by Trearrury becaulre U.S. vessels were available. Of the. 

'three applications for propane, one resulted in 50,000 barrels 

being rrhipped to the Northeast in a foreign vessel. HoweVer;the 

foreign ve88el8 named in the other two propane applications became 

unavailable before Trea8ury made a decision. In one of thpse 

case8, DOD and Maritime took 6 days from the date of application to 

advise Treasury, but after the fifth day the vessel was no longer 

available to travel to the NOrth8a8t. In the other case, DOD and 

Maritime took j day8 from the date of application to advise 

Treacrury . Trearrury granted the waiver 1 day later, a few hours 

after the vessel had sailed to another destination. 

In July 1990, DOE, Maritime, and Customs Service officials 

signed a procedural agreement called a Wemorandum of 

Understanding m to expedite waiver applications during future actual 

or imminent energy shortages. The Treasury Department, which is 

re8ponsible for final approval of the Jones Act waiver8, and DOD 
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. . are not.partie8 to the agreement. The agreement clarifies the 

role8 and responsibilities of DOE and Maritime. Under the 

agreement, DOE monitors energy rupplies and Maritime monitor8 ship 

availability. DOE detsFmine8 whether an actual or imminent energy 
8hortage exi8t8 and a88es888 whether the waiver is necerrsary in the 

intere8t of national defense, while Maritime determine8 the 

i!AVeilability Of U.S. Ve88el8. Th& agreement require8 both 

agencie8 to re8pOnd to the Cu8tom8 Service regarding these issues 

within 48 hour8. Customs would then make it8 recommendation to -. 
Trea8uz-y. 

While the Memorandum of Understanding is a positive step, two 
. 

ob8tacle8 may impede the procerra. 'The first is the interpretation 

of the critirion for granting waivers. Treasury's Deputy Assistant 

Secretax-&--Regulatky, Tariff, and Trade Enforcement told us'that 

Trea8ury is concerned about DOE's interpretation of the national 

defen8e criterion. While DOE believe8 that %ational defense" 

encompasse8 dOme8tiC energy shortagers, Treasury believes that 

domerrtic shortage8 alone do not satisfy the Wational defense" 

criterion; in the view of the Treasury official, only shortages 

experienced by DOD installations or strategic suppliers satisfy 

thi8 criterion. The official said Treasury's Office of General 

Counsel doubted that the two waiver8 granted in December 1989 

satisfied Treasury's intsrpretation of the national defense 

criterion. Treasury said it will more closely examine the national 

defense intererrt of future applications. 



The second obstacle' is whether DOE will have the data it needs 

to determine whether an energy shortage exists. According to the 

' Director of the Energy Emergencierr Planning Division in DOE’s 

Office of Energy Emergencies, the greatest impediment in December 

1989 wa8 obtaining sufficient and timely supply data. He 

acknowledged that quantifying a 8hOZFtage would be difficult 

without, at lea8t, secondary inventory data (inventories held by 

wholesaler8 and retailers).' However, as I will now discuss, EIA c. 
doe8 not collect secondary inventory data. - 

Our report noted various limitations in EIA data collection 

and analy8i8 capabilities that existed in December 1989. Since 

la8t winter, EIA ha8 recognized some of these weaknesses and has 

made improvements. First, it now collects weekly data on propane 

supply and demand for publication between the beginning of October 

and the end of March. Second, because the Congress reinstated 

funding, the number of states that provide retail price data on 

heating fuels to EIA under the EIA/State Heating Oil and Propane 

Program has increased from 11 in 1989 and 1990 to 26 this winter. 
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However, one issue that is still*unresolved is whether EIA 

8hould collect secondary inventory data. In the view of EIA 

officials, the collection of data on secondary inventory levels was 

not warranted, although they have not carried out a formal cost- 

bonefit analy8i8 to 8upport thi8 View. They pointed out that 

i!WentOry oapac#ity for dirrtillate at the secondary level was 

con8iderably 8maXler than at the primary level. As of March 31, 

1988, the National Petroleum Council estimated that secondary 

inventory Capacity wa8 37 million barrels, compared to 261 million -. 
barrel8 for the primary level. EIA officials also said that 

information EIA currently collect8 on primary inventory levels 

could'be used to estimate whether secondary inventory levels are 

likely to be higher or lower than normal. Further, in their 

opinion, a secondary data collection system would be too costly to 

implement, b8CaU8e EIA would have to institute a new survey of 

secondary suppliers. They added that even if EIA can determine 

that 8econdary inventories are low going into the heating season, 

di8tillate and propane are not regulated and companies cannot be 

required to maintain specific inventory levels. 

In the view of four of the five state energy offices we 

contacted on the East Coast (where supply problems occurred), 

secondary inventory information on heating fuel8 is a useful tool 

for monitoring supplies during the winter. Officials from four 

state energy offices (Pennsylvania, New York, Mas8achusett8, and 

Maryland) told us that it would be very useful if EIA collected 
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I secondary inventory data for distillate and propane: officials from 

the fifth state (New Hampshire) believed that,,although this 

information might be useful, it would be too expensive to. collect,. 

According to ona state energy official, aecondary'inventory is 

particularly bonaficial to the East Coast because it reduces the 

ragion' vulnclrabi'lity to supply b&tlmecka that may arise from 

dapmdonca on Gulf Coast pipelines and imports during emergencies. 

Furthor, as I mentioned earlier, secondary inventory data 

would also help DOE carry out its responsibilities under the new 

“M8morandum of UndarstandingBV for Jones Act waivers. Such data 

would be valuable in determining whether an energy shortage exists 

or i8 imminent. 

Another issue that'was discussed in both our report and the 

final report of the Attorneys General is the impact of 

interruptible natural gas contracts on heating fuel supplies. 

Natural gas conmmers with interruptible contracts (that is, 

electric utilities and commercial and industrial -concerns) were a 

significant factor in heating fuel price increases in December 

1989. These customers had gas serrice discontinued and entered the 

distillate and propane markets, competing with residential 

con8umer8 for available supplies. EIA estimated that this activity 
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affected the December 1989 heating oil market by at most 14F 

thousand barrels of distillate per day (MBD) or about 5 percent of 

total distillate saies for the month. However, EIA officials told 

us that thfm was just a rough estimate. 

In February 1990, the Sonata Subcommittaa on Energy 

Ragulation and Conservation, Committee on Energy and Natural 

Resourcea, raquaated that EIA conduct a comprehensive nationwide 

-. study to l xamina..tha impact of interruptible gas'contracts on the 

demand ‘for heating fuels. EIA subsequently determined that a 

comprehensive study would cost an estimated $850,000 and could take 

up to 2 year8 to compieta. 'Such a study would involve a survey of 

interruptible natural gas consumers who may have sw$tched to 

distillate or propane. In November 1990, EIA advised us that it 

does not support a comprehensive study but rather will use existing 

EIA resources to compare what happened last winter to the previous 

winter, focusing on a representative sample of electric utilities 

in the Mid-Atlantic area. EIA intends to complete the study by 

June 1991, although the exact scope and methodology had not been 

determined as of January 10, 1991. 

EIA advised us that it decided on this focus for the study 

because most of last winter's unanticipated demand for distillate 

occurred in the Mid-Atlantic states and appeared to be attributable 

to electric utilities. EXA said that the study would show, among 

other things, whether these companies switched from natural gas to 
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d4etillata and propane last winter: the extent to which the 

companies maintain inventories of these fuels in-case their natural 

gas mupplies are interrqtad; and whether @tats regulations re*&d.re 

minimum inventories and allow the costs of the purchases to be 

pamed on to their customers. However, the study will not identify 

tha e%tant or impact of iesuae and problems experienced by electric 

utilities in other geographic araaa or identify problems that may 

have bean caused by industrial or commercial gas users with 

intetiptible contracts. 

. . 

Both our report and the Attorneys General's report revealed 

problq in the way that federal agencies responded to the * 

December 1989 heating fuels crisis. Since then, agencies have 

recognized many of these weaknesses and have taken actions to 

addrara tham. However, we believe that some limitations in EIA 

data collection and analysis may still exist and that problems in 

processing Jones Act waivers may still occur. To address these 

problems, our report recommends that the Secretary of Energy (1) 

determine the co&s and benefits of collecting information on 

sactindary inventory data, including whether these data are needed 

to eatisfy DDE's responsibilities under the Memorandum of 

Understanding on Jonas Act waivers and (2) work with the Secretary 

of Treasury to clarify- either administratively or by seeking 

legislation if neceseary- whether DOE will need to show that 
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defense installations and suppliers are being affected in order to 

satisfy the national defense criterion for granting waivers. 

Tbi8 conclude8 my prepared statament. We would be pleased to 

ra8pond to any qua8tions you or Members of the Committee may have. 
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ATTACHMENT I ATTACHMENT P 

THE . 
The l nargy*supply chain includes (1) the primary eegmant- 

refiners that prodUG8 th8 finishad products; (3) the e+condary 
sogmmt-various whola8alar8 and/or retailers of petroleum products 
that obtain l upplias from the primary l uppliare or imports: and (3) 
th8 tertiary 88gmnt--r88id8ntial, commercial, end industrial 
customers that ara'tha and-u8ar8. Energy products flow from 
segment to segment via the various distribution networks 
illustrahd in figure 1.1. " 

. 
. 
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ATTACHMENT I ATTACHMENT I 
. . Distillate is available at most refineries and tanninals and 

is shipped and stored at atmospheric pressure. Propane, a 
liquified petroleum gas, must be kept under pressure to ,remain 
liquid, and thum is stored and transported in pressurized 
containers. 

Domestically refined petroleum products enter the U.S. 
distribution rrystem at the refinery gate, while imports enter the 
system at ports of entry. The northeastern states also import 
refined petroieum prOdUCtS, which are shipped to terminals by 
pipelines, barges, or tankers. From the terminals, products are 
transportad by truck or rail to smaller bulk storage facilities or 
directly to service stations or large end-users. 
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